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The Value of Mokbt. 



BY GENERAL FRANCIS A. WALKER OF THE MASSACHUSETTS INSTITUTE 
OF TECHNOLOGY. 



The object of this paper is to enquire whether the 
extreme extension of credit, which has been effected 
in our day, has in any degree impaired the validity 
of the proposition that the value of money, the price 
of goods, depends on the demand for and the supply 
of money, that is, of the actual circulating medium 
of exchange. The reason for writing this paper is 
found in the frequent references by journalists, men 
of affairs, and even professional economists, to the 
small amount of money used in banks and clearing- 
houses, as if the modern system of credit had made 
the money-supply a matter of small consequence or 
of no consequence. 

The writer begins with the consideration of a 
primitive community where all goods are assumed 
to be sold for and bought with money, and applies 
to this case the familiar proposition regarding the 
value of money, using Mill's definitions of demand 
and supply. Here he finds that proposition to be 
unmistakably true. He then makes four successive 
changes from the industrial condition assumed: 

First, the consumption of a large part of the prod- 
uct by the respective producers; 

Second, a large use of barter; 
4 



50 The Sixth Annual Meeting. 

Third, the introduction of credit, but without the 
transference of obligations; 

Fourth, the transferability of obligations, leading 
to a vast cancellation of indebtedness, especially in 
the banks. 

The writer finds that by none of these changes in 
the commercial process is the validity of the tra- 
ditional proposition impaired. Such changes greatly 
affect the demand for money; but it is still true that 
the demand for money, be that greater or less, does, 
in connection with the supply of money, determine 
prices. It is the goods which are exchanged for 
money, and not the goods consumed at home or bar- 
tered in direct exchange, which constitute the 
demand for money. The introduction of credit, and 
the resulting cancellation of indebtedness, is essen- 
tially the extension of barter. Two sales on credit, 
which, in time and amount, precisely offset each 
other, in the bank, are equivalent to one exchange of 
equal amount, in barter. The writer declines to 
accept the view of Lord Overstone and Professor 
Sidgwick that bank deposits, or bankers'' liabilities, 
are money. They are simply an instrumentality for 
saving the use of money. 

The writer takes his last step in supposing that 
the credit system has been carried to its extreme, so 
that only a minute fraction of the aggregate trans- 
actions of the banks and clearing houses is settled in 
cash. Does this diminution in the use of money in 
any way impair the validity of the proposition that 
it is the money used which determines prices? Let 
the credit system become ever so gigantic, does it 
carry the value of money with it, by a species of 
gravitation? In such a situation, does the money- 
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supply cease to be of consequence ? The writer does 
not find these things to be so. In the field of wages 
and of retail trade, money still gets that room to 
operate which makes its quantity determine prices. 
This would be so were not a dollar of money ever 
used inside the banks and clearing-houses. 

In closing, the writer cites the recent commercial 
distress and the partial suspension of production in 
the United States, due to the withdrawal of a portion 
only of the circulating notes, as a striking proof that 
the money-supply is still just as important as it ever 
was, after all that the organization of credit can do. 

Discussion. 

Mr. Atkinson: ■ The point on which I take issue 
with General Walker is this. He has, as I recollect 
it, given as a definition of money, "anything that 
passes from hand to hand in the settlement of trans- 
actions." I think he evades his own definition by 
counting out what I call titles to money, such as 
checks drawn against bank deposits or bank credits, 
and other instruments of like kind. It is by such 
instruments of exchange that the larger portion of 
business transactions is settled. He says a bank 
note is money, but that a check drawn against a 
bank deposit is not. What is a bank note except a 
cashier's check upon a bank deposit? I think we 
need to make a distinction, and I should limit the 
term money to that which is current everywhere in 
a given country because it is sustained by the force 
of a legal tender act; and I should put into a different 
category those instruments of exchange which are 
of the nature of titles to money, but are not them- 
selves lawful money. A bank note is a title to money, 
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but it is not in itself money according to any true 
discrimination, nor is it legal tender, because it can- 
not be forced upon a creditor. A title to money is 
an instrument of exchange that may be offered but 
which, if refused, must be followed by a tender of 
that which is lawful money. I think you will 
observe that whatever attempt may be made to 
extend the meaning of the word "money" after the 
methods which General Walker has adopted, you do 
so at the cost of giving a vague definition, and at a 
loss of precision in the use of language. 

My own view is that any attempt to give General 
Walker's broad extension to the meaning of the 
word "money" will fail. In a scientific discussion 
we shall come back to a limit in the use of the word 
"money," confining it to the unit of redemption or 
to the unit or standard of value as it may be estab- 
lished. I admit that there may be a unit of money 
of redemption that is lawful like the depreciated 
greenback, which may not be true to the unit or 
standard of value. Such money is bad money — but 
it is money. I have observed, in the long trans- 
actions with which I have been connected in fifty 
years of business life, that every transaction is finally 
brought to a unit or standard of value which may be 
neither money nor a legal tender, but which is yet 
available for the purpose of discharging debts and 
buying goods anywhere. That unit is a grain of 
gold or its various multiples measured by the quan- 
tity which there may be in each and every kind of 
coin. 

The attempt to regulate the value of money 
according to the Constitution of the United States is 
of necessity exerted only in determining the value 
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of foreign coins that are received at the custom- 
house; and that determination resolves itself . into 
finding out what is the exact proportion of the pure 
gold or silver in each foreign coin to the only present 
lawful unit of value, the gold dollar of the United 
States. This marks the limit of legislation and the 
limit of the power of the government. 

I heartily approve Cernuschi's definition, which I 
quote from memory: "That coin only is good money 
which is worth as much after it is melted as it 
purports to be worth in the coin." 

My own definition of good money is that which is 
accepted everywhere, without the force of law, in 
making purchases or paying debts. You will ob- 
serve that in all the international commerce of the 
world, whatever may be the lawful or legal tender 
money of either country which shares in it, the final 
settlement is ultimately brought to the unit of one 
hundred and thirteen grains of gold, that being the 
quantity which is defined by the name of a pound 
sterling. 

I agree with much that General Walker has said 
about not taking the clearing-house transactions as 
a measure or standard of business. There are many 
titles to property given and settled outside the clear- 
ing-house, and many exchanges in the clearing-house 
where the property itself does not pass. I think we 
may attain a better standard of the true volume of 
transactions of this country by working from the 
individual to the concrete. If the product of this 
country at its final point of consumption comes to 
what fifty cents a day will buy for each man, woman 
and child in the community — and that you will 
observe is a very low estimate of the cost of sub- 
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sistence — then the primary value of the annual 
product of this country is over $12,000,000,000 this 
year. If you will observe the coat which you wear, 
or take note of what you ate for breakfast this 
morning, trace back each of the elements to its 
source and take note of how many transactions there 
must have been before you could put the cloth upon 
your back or the food into your mouth, you will find 
that for every fifty cents' worth of product consumed 
there must have been one dollar and fifty cents' 
worth of previous transactions. 

There are very few articles which enter into gen- 
eral consumption that are hot bought and sold in 
their elements or in their final form twice, thrice or 
many times over. At fifty cents' worth a day, bought 
and sold three times over, the actual business trans- 
actions of this country, in goods only, come to $100,- 
000,000 for every day in the year. 'The necessary 
supply of the people of this country with food, fuel, 
shelter and clothing, upon a basis of fifty cents a 
day, implies money transactions to the extent of 
$100,000,000 a day, or about $36,500,000,000 a year. 
One must deal in these small units of consumption 
in order to comprehend the gross transactions, unless 
one possesses the faculty of thinking in proportionate 
black lines instead of figures. 

When General Walker attributes the crisis through 
which we have passed, or are now passing, to a 
scarcity of the instruments of exchange, I differ with 
him. It happens that in the business which I super- 
vise it becomes necessary for me to comprehend 
what is being done in about sixteen hundred of 
the great factories and workshops of the United 
States. I share in a system of mutual insurance on 
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six hundred and fifty million dollars' worth of cap- 
ital invested in manufacturing establishments. The 
value of the products of these establishments comes 
to a thousand million dolla'rs a year, or more. If 
these goods are computed at their retail prices, then 
the work which I supervise gives me comprehension 
of how at least a tenth part of the product of the 
United States is disposed of, and I am obliged to 
know all about these establishments in the conduct 
of my business. There has been difficulty, there has 
been an approach to a great commercial crisis, there 
has been depression; but when General Walker 
speaks of factories as having been stopped by thou- 
sands, it is a terrible exaggeration, corresponding to 
the exaggerated view that is taken of clearing-house 
transactions. You may count the great factories 
and workshops that have been stopped a short time 
by hundreds, or even only by tens, not by thousands. 
You may speak of the discharge of operatives by 
thousands, not by hundreds of thousands; not very 
many thousands at that, and probably for a short 
time only. When confidence was partly restored 
throughout the country, even before final action has 
been taken in the House of Representatives, mills 
and workshops began to start, and, in my judgment, 
it will not be more than three or four months before 
all will be actively engaged in filling up the gap in 
the supply of goods due to the present stoppage. 
The general business of the country has not stopped; 
the consumers' demand is very active; the business 
community has improvised a form of credit in clear- 
ing-house certificates on a solid basis, and by that 
they have surmounted many of the purely imagin- 
ative doubts and difficulties which have produced 
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lack of confidence. Confidence is slowly being 
restored, and with it transactions have been renewed 
and mills will soon be occupied as fully as before. 
The general conditions 'of this country are conducive 
to a high state of prosperity. This crisis through 
which we are passing is a rwm-commercial crisis, due 
to mis-legislation and to the want of comprehension 
of true monetary principles. 



The Kelatiox Between Interest and Profits. 



BY PROFESSOR ARTHUR T. HADLEY OF YALE UNIVERSITY. 



1. Profit, and not interest, is the return which 
society gives to the capitalists as a class. Interest 
is paid by one group of capitalists to another; it is a 
part of a redistribution of profit rather than a co- 
ordinate element with it. 

2. The possession of capital gives the right to 
control industry, under modern legal systems. In- 
terest is paid for the transfer of such control. The 
borrower takes the control, with the attendant 
chances of gain or loss which it involves; the lender 
abandons the control and commutes his possible 
profit for a fixed rate of interest. Whether this rate 
absorbs a large portion or a small portion of the total 
profit wi'l depend upon the relative numbers of 
investors who desire control, and of those who are 
willing to commute. 

3. This commutation is allowed and justified, not 
because of any inherent productivity of capital, but 
because it helps the natural selection of the most 
competent employers and the best processes, and the 



